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BULE Introducod in the Council of State 100 Loglalativ . Amgombly , Roporto of 

Soloct Committees progontod to the Council And Amombly od Bill 
poblishod onder 18 of the Indian Legislativo Ralos. 


GOVERNMENT OF INDIA 

LIGISLATIVE ASSEMBLY DEPARTMENT 
The following Bill* was introduced in the Legislntive Assembly on the 28th 
Feliriury . 1947 . 

L . A , Bill No. 27 OF 1947 
A Bill to give effect to the financial proposals of the Central Govern 

ment for the year beginning on the 1st day of April 1947 , 

WHEREAS it is expedient to discontinue the duty on salt 
manufaotured in . or imported into , British India , to fix maxi 
mum rates of postage under the Indian Post Office Act , 1898 , VI of 1898 . 
to oontinuo, subjeot to certain modifications, for a further 
period of one year the additional duties of customs imposed 
by section of the Ind an Finance Act , 1942, to continue xut of 1942. 
the temporary export duty on raw cotton and the enhanced 
rates of export duties on raw jute and jute manufaotures , to 
enhance the export duty on tea , to fix rates of income- tax 
and super -tax , and to make certain provisions relating to 
inoome- tax, super -tax and excess profits tax ; 

It is hereby enacted as follows : 
1 . ( 1 ) This Act may be called the Indian Finance Aot, short title and 

extent. 
1947. 

( 2 ) It extends to the whole of British India . 

2 . For the year beginning on the 1st day of April 1947 , no Digoontinuando 
duty shall be levied on salt manufactured in , or imported by of salt duty". 
gea or by land into , British India . 


* The Governor General h 18 been pleased to givo the previous sanotion required by sub 
seotion 12 ) of 8 0ţion 87 of the Government of Ind s Act, 19 saved from ropeal by puregraph 

2 of tho Govornment of Ind a (Commencomont and Transltory Provisione Order , 1930, and 
the previous sanctions roquired by ol . 1180 ( b ) of Aub -Bootion ( 1 ) of Avotion 108 , and gub . 
Beotion ( 1 ) of section 141 , of the Govornmont of India. Aot , 1935 , to the introduotion in the 
Legislativa Aggembly of this Bill, . 
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Inland postage 3 . For the year beginning on the let day of April 1947, 
rates , 

the Schedule contained in the First Sobedule to the Indian 

Finance Act, 1948 , shall again be inserted in the Indian Post 
VI of 1898. Office Act , 1898 , as the First Schedule to that Act. 
Continuation of 4 . The additional duties of oustoms on certain goods charge 
additional dutic able with a duty of customs under the First Sohedule to the 
of customs 
imposed by section Indian Tariff Act , 1934 , or under the said Schedule read with 
6 , Aot XII of any notification of the Central Government for the time being 
1942 . 
XXXII of 1934 . in foroo , imposed up to the 31st day of March 1943 by section 

6 of the Indian Finance Act, 1942 , and continued , subject to 

certain modifications, up to the 31st day of March 1947, by 
VII of 1940 . 

section 5 of the Indian Finance Act , 1946, shall continue to be 
levied and collected , as provided in the said section 6 and 
subjeot to the aforesaid modifications , up to the 31st day of 

March 1948 . 
Provigion regard 
ing certain tempo $ . ( 1) For the Second Schedule to the Indian Tariff Act , 
rary duties of Qu8- 1934 . the following shall be substituted , namely : 
toms and onhanced 
rates of duties of 
oustoma, 
XXXIof 1984 . 

“ THE SECOND SCHEDULE 


Erport Tariff 


Item No. 


Name of artiole 


Rate of duty 


1 Raw JUTE (other than Bimlipatam jute) 
( 1 ) Cuttinge . 

: : 

Ra . 4 - 8 por bale of 

400 lbs. 
( 2 ) All other descriptiong . . , RH. 16 per bale of 

400 lbs. 
2 JUTY MANUFACTURER (other than of Bimlipe . 

tam jute ), when not in notual use 18 cover 
ingo , receptacles or bindinga for other goods 
( 1) Sacking (oloth , bags , twlet , yarn , rope and 
twino ) . . . . 

Rs. 50 per ton . 
( 2 ) Hoggiang and all other descriptions of jute 

manufacturos not otherwise specified , Rs. 80 per ton . 
3 RAW COTTON . . . . . . At such rate n ot ex 

coeding Re, 75 per 
bale of 400 lbs. BA 
the Contral Govern . 
mont by notifica 
tion in the official 
Gazette may from 
time to time deter 
mino , 


4 


Rion , with or without huok , including rice 
flour, but excluding rioe bran and riqo dunt , 
which are free 


Two Annas and three 

piet per standard 
maund . 
Four annas per lb ," 


TEA 


, 
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(2 ) The following Ordinancce are hereby repealed , 
namely :-- 

( a ) The Indian Tariff Act (Amendment) Ordinance . 1948 : XXVI of 1946 . 

(6 ) The Indian Tariff Act ( Second Amendment ) Ordi- ter of loan 
nance, 1946 ; * 
(c ) The Indian Tariff (Amendment ) Ordinance , 1947 . 11 of 1934. 

Income tax and 
6 . ( 7 ) Subject to the provisions of sub -sections ( 3 ), ( 4 ), (5 ) super - dar , 
and (6 ), for the year beginning on the 1st day of April 1947 

(a ) income tax shall be charged at the rates esecified in 
Part 1 of the Schedule , and 

(6 ) rates of suser -tax sball, for the purposes of section 50 XI of 1929 
of the Indian Income tax Act , 1922 , be those specified in Part 
II of the Schedule . 

( 2 ) In making any assessment for the year ending on the 
31st day of March 1948, there shall He deducted from the total 
income of an aese 660e, in accordance with the provjsjons of 
section 16A of the Indian Inocrre-tax Act, 1922 , an arount 
equal to one- fifth of the earned income, if any , included in his 
total income, but not exceeding in any case four thousand 
rupees . 

( 3 ) In making any assessment for the year ending on the 
31st day of March 1948, 

(a ) where the total income of an assessee , not being a 
company , includes any income chargeable under the head 
" Salaries ” as reduced by the deduction for earned income 
appropriate thereto , or any income chargcable under the 
head " Interest on securities ” , or any income from dividende 
in respect of which ho is deemed under section 49B of the 
Indian Inccme-tax Act , 1922 , to have paid income tax 
impored in British India , the income- tax payable by the 
asfeeeee on that part of his total income which consists of 
such inclusions shall be an amount bearing to the total 
amount of income-tax payable according to the rates appli - VII of 1044 
cablo under the operation of the Indian Finance Act , 1948 , 
on his total income the same proportion as the amount 
of such inclusions bears to his total income ; 

(0 ) where the total income of an assegree , not being a 
company , includes any income chargeable under the head 
" Salarice " on abich euper -tax has been or might bave 
been deducted under the provjai Ds of sub -section ( 2 ) of 
Bection 18 of the Indian Income-tax Act , 1922, the suser -tri 
payable by the assessee on that portion of his total idromo 
which consists of such inclusion shall be an amount bearing to 
the total amount of super - tax payable according to the rates 
applicable under the operation of the Indian Finance Act , 1 
1946 , on his total income the same proportion as the amount 
of such inclusion bears to his total income. 
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(4 ) In making any assessment for the yoar ending on the 
31st day ofMarch 1948 , where the total income of an asseggen 
consiste partly of oarned income and partly of unoarned in 
oome, the super -tax payablo by him shall be 
(i) on that part of the oarned income chargeable under 

the head " Salaries " to which clause (b ) of sub -section 
( 3 ) applies, the amount of super - tax computed in ao 
cordance with the provisions of that sub - section , 

plus 
( ii ) on the remainder of the earned income, the amount 

which bears to the total amount of super - tax which 
would have boen payable on his total income had it 
consisted wholly of earned income the same propor 
tion as such remainder bears to his total income, 

plus 
(iii ) on the unearned income, the amount which bears to 

the total amount of super -tax which would have been 
payable on his total income had it consisted wholly 
of unearned inoomo the same proportion as the 

unearned income bears to his total inoomo. 
(5 ) In making any assessment for the year ending on the 
31ßt day of March 1948 ,-- 
(a ) where the total income of a company includes any 

profits and gains from life insurance business, the 
super -tax payable by the company shall be reduced 
by an amount oomputed at the rate of two annas in 
the rupee on that part of its total income which con 

sists of such inclusion ; 
(6 ) where the total income of an assessee , not being a 

company, includes any profite and gains from life 
insurance business, the income tax and super -tax 
payable by the aggenson on that part of his totalinoome 
which consists of such inolusion shall be an amount 
bearing to the total amount of such taxes payable 
acoording to the rates applicable under the operation 
of the Indian Finance Act, 1912 , on his total income 
the same proportion as the amount of such inclusion 
bears to his total income, 80 however that the aggre 
gate of the taxes 80 computed in respect of such inolu 
sion shall not in any case exceed the amount of tax 
payable on such inclusion at the rate of five annas in 
the rupee . 


XII of 1942. 


(6 ) In cases to which section 17 of the Indian Income-tax 
Aot, 1922, applies, the tax chargeable shall be determined as 
provided in that seotion but with roference to the rates imposed 
by sub -section ( 1 ), and in aocordance , where applicable, with 
the provisions of sub -sections ( ?), ( 4 ) and (5 ) of this section . 
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(7 ) For the purposes of making any deduction of incomo 
tax in the year boginning on the lst day of April 1947, under 
sub -section ( 2 ) or guh -noction (2B ) of section 18 of the Indian 
Income-tax Act , 1922, from any earned income chargeablo 
under the head " Salaries " , tho ostimated total income of the 
Anbessee under this head shall , in computing the income- tax 
to be deducted , be reduced by an amount equal to one - fifth 
of such earned income, but not exceeding in any case four 
thousand rupees . 

( 8 ) For the purpoace of this section and of the rates of 
tax imposed the reby , tho expres - ion “ total income " means 
total income as determired for the pi rposes of income-tax 
or super- tax , as the case muy bo , in accordance with the pro 
visions of the Indian - Income- tax Act 1922 . and the expression 
" earned income " las the meaning assigned to it in clause 
(6AA) of section 2 of that Act . 
1 . To sub -section (R ) of section 10 of the Indian Finance Amandmont of 

· Beotion 10 , Aot 
Act , 1942, the following proviso shall be added , namely : — r of 1972 
“ Provided that if it is subsequently found that thi 

sum ko repaid was excentive , the oxcess repaymon 
shall be recoverable , and the provisions of law re 
ferred to in sub -section ( 4 ) of section 2 of tho Excess 
Profits Tax Orrlinance , 1943, shall apply to the XVI of 1048 . 
payment and recovery of the amount of the excess 
repayment as if that amount were a deposit required 
to he made under that section , but notwithstanding 
the provisions of suh -section (7 ) of section 46 of the 
Indian Income - tax Act , 1922 , as applied by the XI of 1092 
gairt sub -section ( 1 ), such recovery may be made 
at any time." 

THE SCHEDULE 


( See section 6 ) 


PART I 


Rates of Income-tax 


A . In the case of every individual, Hindu undivided 
family , unregistered fim and other association of persons 
not being a care to which paragraph B of this Part applies - 


Rato 


1. On the first Rs. 1,600 of total incorne . 
2. On the next RH. 3, 000 of total incom . 
3 . On the next RA. 5 , 000 of total income , 
4 . On the next Rs . 1, 000 of total income 


Nil. 

One anoa in the rupoo . 
, Tuo annan in the rupea 

Three and a half annnA in 

the rupeo . 
. Five Amuries in the ruper 


15. On tho balance of total income . 


. 
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II of 1922 , 


Provided that 

(i ) no income-tax shall be payable on a total income 
which , before doduction of the allowance , if any, for earned 
income, does not oxcoed Rs. 2,500 ; 

(ii ) the income tax payable shall in no case exceed half 
the amount by which the total income ( before doduction of 
the suid a lowance, if any , for earned income) oxceede 
Rs. 2 , 500 ; 

(iii ) tho income tax payable on the total income as re 
duced by tho allowanco for varned income shall not exceed 
either 

(a ) a sum bearing to half the amount by which the total 

income (hefore deduction of the allowange for 
earned income) exceeds Rs. 2 , 500 the same propor 
tion as such reduced total income bears to the 

unreduced total income, or 
(b ) the income tax payable on the income so reduced 

at the rates herein specified , - 
whiohever is less . 

B . In the case of every company and localauthority , and 
in every case in which under the provisions of the Indian 
Income-tax Act, 1922 , income- tax is to be charged at the 
maximum rate - - 

Rate 
On the whole of total income Five annas in the 

rupee. 
PART II 

Rates of Super-tax 
A . In the case of every individual, Hindu undivided 
family , unregistered firm and other association of persons , 
not being a case to which any other paragraph of this part 
applies --- 

Ratu , if incomo Rato , If income 

wholly earned . wholly unearned . 
1 . On the firat Rs . 25 , 000 of 
total income . 

Nil, , 

Nil. 
2 . On the nort Rs. 5 , 000 of Two annas in the Three Annay in the 
total income. 

rupee . 

rupou . 
3 . On the noxt RA, 8 ,000 of Two and a half annas Threo and half 
total innume. 

in the rupee . 

Annas in thu rupoe . 
4 . On the iuxt Ry. 10 , 000 of Throu annas in the Four annan in tho 
total innomo. 

rupee . 

the rupeo . 
6 . On thunxt Rs. 10 ,0 .) of Four annan in the Flve Annu8 in the 
total inrumo. 

rupeu , 

rupeo . 
6 . On the nzxt RA. 10 , 000 of Fiya unas in the Sir annas in the rupoo. 
totul in ma, 

rupuo . 
7 . On tho xt Rs. 10 ,000 of Six ennas in the Sevon annar in tho 
total income. 

rupoo . 

rupee . 
8 . On the next Rs. 15 , 000 of Seyen Annas in the Eight annos in the 
total inoomne. 

rupee . 

гцрөе . 
9 . On the next Rs. 15 , 000 of Eight annay in the Nine unnas in the 
total income, 

rupao . 

rupeu . 
10 . On the next Rg. 18 , 000 of Nine annas in thu Ten Annas in the 
total incomo. 

rupee . 

гцрое . 
11 . On the next Rs. 30 , 000 of Ten Annas in the Ton and a half annas 
total income. 

rupee . 

in the rupee . 
12. On the balance of total Tan and half ennas Ton and a half annag 
Inoome . 

in the rupee . 

in the rupee . 
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perative Soory , for thoatta Saltea co 


( B . - In the case of every local authority - - 

Rate 
On the whole of total incoino Two annas in the 

rupee . 
C . In the case of an association of persons being a co 
operat ve society , other than the Sanikatta Saltowners 
Society in the Bombay Presidency , for tho time being regis 
tered under the Co -operative Societies Act, 1912 , or under II of 1012. 
an Act of a Provincial Legislature governing the registration 
of co - operative societies 

Rate 
( 1 ) On the first Rs. 25 , 000 of total 

income . . . . . Nil . 
(2) On the balance of total income Two annas in the 

rupeo . 
D .-- In the case of every company , 

Rate 
On the whole of total income Two annas in the 

rupeo . 
and in addition , in respect of that part of the total income 
( as reduced by the amount of dividends payable at a fixed 
rato ) which doos not exceed the amount of dividends , not 
being dividends payable at a fixed rate , declared in British 
India in respect of the whole or part of the previous year 
for the assessment for the year ending on the 31st day of 
March 1948 , on the amount by which such part 


Rate 
( a ) exceeds 30 per cent., but does not 

exceed 40 per cont ., of the total 
income as so reduced . , Three annas in the 

rupee . 
(6 ) exceeds 40 per cent., but does not 

exceed 50 per cent ., of the total 
income as so reduced . . Five annas in the 

rupee . 


( c) exceeds 50 per cont. of the total 

income as so reduced . . 


Soven annas in the 

rupeo : 


Provided that 


(i) no additional super -tax shall be payable where such 
part is less than , or equal to , five per cent . on the capital of 
the company ; 
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(ii ) where such part is more than five per cent . on the 
capital of the company , the additional super - tax payable 
shall be reduced by the amount of additional super -tax which 
would , but for the provisions of clause (i) of this proviso , 
have been payable had such part been equal to five per cent. 
on the capital of the company ; 

(iii ) the additional super -tax shall be payable only by a 
company in which the publio are substantially interested 
within the meaning of the Etplanation to sub -section ( 1) of 
gection 23A of the Indian Inoome-tax Act , 1922, or a sub 
sidiary company of such a company whero the whole of the 
sharo capital of such subsidiary company is held by the parent 
company or by the nominees theroof. 


XI of 1922, 


Explanation . - - For the purposes of this paragraph , 

(a ) the expression “ capital of the company " shall be 
deemed to mean the paid -up share capital at the beginning 
of the previous year for t e assessment for the year ending 
on the 31st day of March 1948 (other than capital en 
titled to A dividend at & fixed rate ) plus any reserves 
othor than depreciation roserves and reserves for bad or 
doubtful dobts at the same dato as diminished by the amount 
on deposit on the same date with the Central Government 
under section 10 of the Indian Finance Act , 1942 , or section 2 
of tho Excess Profits Tax Ordinance , 1943 : 


XII of 1942. 
XVI of 1948 . 


(b ) the expression “ dividend " shall be deemed to include 
any distribution included in that expression as defined in 
olauso (6A ) of s ction 2 of th Indian Income-tax Act, 1922 , 
and any such distribution made during the year ending on 
the 31st ay of March 1948 shall be deemed to have been made 
in respect of the whole or part of the previous year ; 


(c ) where any portion of the profits and gains of a com 
pany is not included in its total income by reason of such 
portion being exempt from tax under any provi: ion of the 
Indian Income -tax Act , 1922 , the capital of th company , 
the total amount o dividonds and the amou it of dividende 
payable at a fixed rate shall each be deemed to be the pro 
portion thereof that the total income of the company bears 
to its total profits and gains. 


Declaration under the Provisional Collection of Taxes Act , 


1931 


It is hereby declared that it is expedient in the publio 
interest that the provisions of sub - clauses ( 1 ) and (2 ) of clause 
6 of this Bill , so far as they relate to tea , shall have immediate 
effect under the Provisional Collection of Taxes Act , 1931. 


XVI of 1981 
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STATEMENT OF OBJECTS AND REASONS 
The object of this Bill is to discontinue the salt duty ; to continue the 
existing rates of inland postage ; to continue the additional duties of oustoms 
imposed by Hection 6 of the Indian Financo Act , 1942, as modified by section 
5 ofthe Indian Finance Act , 1946 ; to continue tho tomporary duties of oustoms 
and enhanced rates of dution of oustoma imposed on raw jute , jute manufac 
tures and raw cotton by the Indian Tariff Act (Amendment ) Ordinances 
XXVI and XXVII of 1946 ; to levy an onhanced duty of oustoms on the 
export of tea ; to fix rates of inoome- tax and supor -tax and to make certain 
provisions relating to incomo- tax , super-tax and oxcoss profits tax . 

NEW DELHI ; 
The 27th February 1947 . 

LIAQUAT ALI KHAN 


NOTES ON CLAUSES 
Clause 2 provides that no duty shall be levied on salt manufactured 
in , or imported into , British India during the year beginning on the 1st April 
1947 . 

Clause 3 provides for the continuance for a further period of one year 
of the present inland rates of postage. 

Clause 4 provides for tho continuanoe for another year of the additional 
customs duties imposed by section 6 of Aot XII of 1942 , subjeot to certain 
modifications made by section 5 of Aot VII of 1946. 

Clause 5 provides for the continuance of tho tomporary duties of ous 
toms and enhanced rates of duties of customs imposed by the Indian Tariff 
Aot (Amendment) Ordinances XXVI and XXVII of 1946 on raw juto , juto 
manufactures and raw cotton exported from India and for tho levy of an 
enhanced export duty on tea . 

Clause 6 read with the Schedule provides for the imposition of income 
tax and super -tax at certain rates for one year . 

Clause 7 provides for the recovery of any excess refund of excess 
profits tax deposits . 


The tolluwing Billy was mtroduel in the Legislativo Absenbly on the 28th 
Februry , 19-17 

L . A . Bill No. 28 of 1947 
A Bill further to amend the Indian Income-tax Act, 1922 , and 

the Exress Profits Tax Act , 1940 . 
WHEREAS it is expedient further to amend the Indian 
Income-tax Act , 1922 , and tho Exce88 Profits Tax XI of 1922, 
Act , 1940 , for the purposes hereinafter appearing ; 

XV of 1940 . 
It is hereby enacted as follows :-- - 

CHAPTER I 

Preliminary 
1 . ( 1 ) This Aot may be called the Income tax and Excess Short title and 
Profits Tax (Amendment) Act , 1947 . 

commonoement. 
(2 ) It shall come into force on suoh date as the Central 
Government may , by notification in the official Gazette , 
appoint . 


Tha Guvirior General has been plen god to gve th , previous genotion required by 
sub - section ( ) of 400tion 07 of the Government of India Aot , Ad gaved from ropa al by DATA 
graph 12 of the Governinant of India (Connoncent and Transitory Provisions) Order 
1938 , to the introduotion in tho Legislative A4ambly of the Bill . 
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CHAPTER II 


Amendments of Act XI of 1922 
2 . In geotion 2 of the Indian Inoome-tax Act, 1922 (here . 
after in this Chapter referred to as the said Aot ), - 


Amondmont 
of sootion 2 , 
Aot XI of 
1922 . 


(a ) olause (4A ) shall be renumbered as olause (4B ), and 
after clause (4 ) the following clause shall be inserted , 
namely : 


and) of held by ans, prof 


(4A ) " oapital ng ret” meansany property (other than agri 

oultural land ) or any actionable olaim in respect of 
any such property held by an aggongee , whether or not 
oonnected with his business , profession or vodation , 
but does not include any stook -in -trade, consumable 
stores or raw materials held for the purposes of his 

business , profession or vooation ; 
(6 ) for the Explanation to olause (6A ) the following shall be 
substituted , namely : 
Provided further that the expression " aoqumulated profits” , 

wherever it ooours in this clauso , shall not inolude 
capital gains of any previous year prior to the pre 
vious year for the assessment for the year ending 

on the 31st day ofMarch 1948 ; 
(c ) in clause (6C ), after the word and figures section 10 " 
the words , figures and letter " and any capital gain charge 
able according to the provisions of section 12B ” shall be 
inserted ; 

(d ) in olause ( 15 ), for the words “ does not apply ; and " 
the words " does not apply and except any capital gain whioh iş 
not inoludible in the total income of an asseggee ; " shall be 
substituted . 

3 . In sub -section (3 ) of section 4 of the said Act, 

(a ) to clause ( iv ) the words " and any oapital gains of the 
Fuad arising from the sale , exchange or transfer of such sou 
rities ” shall be added ; 

(6 ) in olause (vii), after the words " Any receipts " the 
words, figures and letter " not being capital gains chargeable 
acoording to the provisions of section 12B and " shall be 
inserted . 


Amondmont 
of footion 4 , 
Apt XI of 
1999 . 


Anondment 
of soction 
4A , Aot XI 
of i 922. 
Amendmont 
of seotion 0 , 
Aot XI of 
1922 . 


4 . To clause (c ) of section 4A of the said Act , the words 
- account not being taken in either case of income chargeable 
under the head " Capital gains shall be added . 

5 . To section H of the said Aot the following clause shall 
be added , namely : 


" (vi) Capital gains " . 
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8 . After section 12A of the said Act the following section 
shall be ingerted , namely : 


Ingertion of 
now Bootion 
12B in Aot 
XI of 1922 . 


12B . ( 1 ) The tax shall be payable by an assessee under the 

head " Capital gains ” in respoct of any pro 
Capital gainy fits or gains arising from the sale , exchange 

or transfer of a capital asset ; and such profits 
and gains shall be deemed to be income of the previous year in 
which the sale , exchange or transfer took place : 

Provided thatwhere the amount of capital gains in the pre 
vious year does not exceed five thougand rupees , the tax shall 
not be payable by the angeggee and such amount shall not be 
inoluded in his total income : 

Provided further that any distribution of capital assets 
on the total or partial partition of a Hindu undiy ded family , 
or on the dissolution of a firm or other association of persons , 
or on the liquidation of a company , or under a deed ofgift , be 
quest , will or transfer on trust shall not, for the purposes of 
this section , be treated as sale , exchange or transfer of the 
capital assets . 

(? ) The amount of a capital gain shall be computed after 
making the following deductions from the full value of the 
consideration for which the sale , exchange or transfer of the 
capital asset is made, namely : 
(i) expenditure ingurred solely in connection with such 

sale, exchange or transfer ; 
( ii ) the actual cost to the assessee of the capital asset , 

including any expenditure of a capital nature in 
curred and borne by him in making any additions 
or altorations thereto , but excluding any expendi 
ture in respoct of whioh any allowance is admissible 

under any provision of sections 8 , 9 , 10 and 12 : 
Provided that where the capital asset is an asset in res 
poot of which the assessed has obtained depreciation allow 
ance in any year , the actual cost of the asset to the assess00 
shall be its written down value , as defined in section 10 , in 
creased or diminished , as the case may be , by any adjust 
ment made under clause (vii ) of sub -section (2 ) of that 800 
tion : 

Provided further that where the capital agget became the 
property of the assessee before the lst day of January 1939 , 
he may , on proof of the fair market value thereof on the said 
date to the satisfaction of the Income-tax Officer , substi 
tute for the actual cost such fair market value which shall 
be deemed to be the actual cost to him of the asset , and whioh 
shall be reduced by the amount of depreciation , if any, al 
lowed to the assessee after the said date and increased or 
diminished , as the case may be , by any adjustment made 
under clause (vii ) of sub -section ( ) of section 10 : 
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Provided further that whcre the capital asset was on any 
previous occasion the subject of negotiations for its salo , ex 
change or transfer, any option or other money received and 
retained by the assessee in respect of such negotiations shall 
be deducted in computing the actual cost to him of such 
anset, 

( 3 ) Where any capital asset became the property of the 
Assesser under any of the circumstances referred to in the 
second proviso to sub - section ( 1 ), its actual cost allowable 
to him for the purposes of this section shall be its actual cost 
to the previous owner thereof, and the provisions of sub 
section ( 2 ) shall apply accordingly ; and where the actual 
oost to the previous owner cannot be ascertained , the fair 
market value at the date on which the capital anset became 
the property of the previous owner shall be deemed to be the 

actual cost thereof. 
Amendment . In clauso (c ) of sub -section ( ) of section 14 of the said 
of section 14 , Aot, after the words " are ansessable under " the words, figures 
Aot XI of 
1922 and letter " nection 12B or ” shall be inserted . 
Amendmont 8 . To sootion 17 of the said Aot tho following sub -section 
Aot XI of 

shall be added , namely : 
1922 

“ (6 ) Where the total income of an assessee, not being a 
company, includes any capital gain from the sale , exchange 
or transfer of a capital asset which has been possessed by 
the assessed for inore than two years, the tax , including super 
tax , payable by him on his total income shall not exceed the 
tax , including super -tax , payable on his total income as ro 
duced by the amount of such capital gain plus income-tax 

at the maximum rate on such amount.” 
Amondment 9 . To section 18A of tho said Act the following sub 

seotion shall be added , namely : 
of 1922 . 

( 12 ) Any incomo chargeable under tho head " Capital 
gaing " shall not be taken into account for any of the pur 

poses of this section . 
Amendmont 10 . In section 24 of the said Act, after sub -section (2 ) the 
of Beotion 
24 . Aot XI following sub -sections shall be inserted , namoly : 
of 1922. 

(2A ) Notwithstanding anything contained in sub -section 
( 1), where the loss sustained in a logs falling undor tho head 
" Capital gains " , such loss shall not be set off except against 
any profits and gains falling under that head . 

(2B ) Where an angeanco sustains a loss such as is referred 
to in sub -section (2A ) and the loss carrot to wholly sct off 
in accordonce with the provisions of tbat sub -section , the 
portion not 60 set off shall lie carried forward to the following 
year and set off against capital gains for that year , and if it 
cannot te so set off , the encurt thereof rot 60 set off shall 
be carried forward to the followirg year and so on , go however 
that no such loss shall be so carried forward for more than six 
years : 
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Amendment 
of section 38 , 
Aot XI of 
1022. 


Amendment 
of section 42 , 
Aot XI of 
1929. 


Provided that wliore the loss sustained in any previous 
year does not exceed five thousand rupees , it shall not be 
carried forward . 

11 . To section 38 of tho said Act the following clause 
shall be added , namely : 

" (4 ) require any dealer , broker or agent or any po son 
concerned in the management of a stock or commodity Ex 
change to furnish a statement of the names and addresnes 
of all persons to whom he or the Exchange has paid any sum 
in connection with the sale , exchange or transfer of a capital 
asget, or on whoso behalf or from whom he or the Exchange has 
received any such gum , together with particulars of all such 
payments and receipts . " . 

12 . In section 42 of the said Act , 
(a ) for the marginal heading the following shall be sub 

stituted , namely : 
“ Incomo deemed to accrue or arise within British 

India " ; 
(6 ) in sub -section (1), after the words " in cash or in 

kind , " tho words " or through or from the sale , 
orchango or transfer of a capital anset in British 

India , " shall be inserted . 
18 . To section 43 of the Bid Act the following Explana 
tion shall be added , namely : 

" Explanation — A person , whether residing in or out of 
British India , who acquires, whether hy sale , exchange or 
transfor, a capital asset in British India from a person residing 
out of British India shall, for the purposes of charging to tax 
the capital gain arising from such salo , exchange or transfer , 
be deemed to have a business connoction , within the mean 
ing of this section , with such person residing out of British 
India . " 

14 . In clause (d ) of sub -section ( 1) of section 58C) of the 
said Act , after the words " securities purchased therowith , ” 
tho words " and of any capital gains arising from the sale, 
exchange or transfer of capital assets of the fund , ” shall bo 
inserted . 

15 . In section 58R of the said Act , after tho words " de 
posite of an approved superannuation fund ” the words " and 
any capital gains arising from the salo, oxchange or 
transfor of capital assots of such fund ” shall be inserted . 


Amendment 
of section 43 , 
Aot XI of 
1922 , 


Amendmont 
of section 
580 , Aot XI 
of 1922. 


Amendment 
of sooţion 
68R , Act XI 
of 1022 . 


CHAPTER III 


Amendments of Act XV of 1940 . 
18 . In section 15 of the Excess Profits Tax Act, (here 
after in this Chapter referred to as the said Act), the words 
" within five years of the end of the chargeable accounting 
period in question shall be omitted . 


Amendment 
of scotion 15 , 
Act XV of 
1910 . 
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Insertion of 
gow section 
204 in Aot 
XV of 1940 , 


LUG 


17. After soction 26 of the said Act the following soction 
Bhall be inserted , namely :- - 

“ 26A . ( 1) If on an application made to it through the Ex 
Further power : ceas Profits Tax Officer, the Central Board of 
of Control Board Revenuo is satisfied that a person who in a 

chargeable accounting period ending on the 
grant certain re 
liof. 

31st day of March 1946 , carried on a business 

the profits of which for any chargeable 
accounting period are charged with excess profits tax , 

(i) incurrod during the period commencing on the 1st day of 
April 1946 and ending on the 31st day of December 1947 in 
connection with that business, -- 
(a ) expenditiire on the removal of works constructed for 

protection against enemy attack ; 
(b ) where under the orders of a competent authority the 

business was wholly or partly I moved during the 
war, expenditure on again removing the business 

or part thereof ; 
(c ) where any physical assets held for the purposes of the 

business wero altered to adapt them to war conditions , 
expenditure on re -adapting them to normal require 

menta ; 
( d ) expenditure in consequence of the tormination of any 

contract for the supply of goods , materials or 
services , or the lease of buildings or machinery to him , 
where that contract is terminated by reqson of the 
termination of a contract for the provision by him of 
goods, materials or services for the purposes of the 

war ; or 
( ii) inourred during the period commencing on the 1st 
day of April 1946 and ending on the 31st day of December 1947 , 
a loss on the sale of trading stock held on the 31st day ofMarch 
1946 for the purposes of the business ; or 

( iii ) incurred in any accounting pericd erdirg on or before 
the 31st day of March 1948 in connection with that business any 
expenditure referred to in the sub - clauses of clauke ( ) which , 
except under the provisions of this sub - section , is not 
allowable , either wholly or partly , in computing the profits of 
such accounting period : 

the Central Board of Revenue may direct that such allow 
ance as it thinks just shall be made in computing the profits of 
the business during the chargeable accounting period ending 
on the 31st day of March 1946, and effect shall be given to 
such direction by repayment or otherwise , as the case may 
require : 

Provided that in giving any such direction , the Central 
Board of Revenuo may impone such conditions as it considers 
appropriate : 


PART VI 


THE GAZETTE OF INDIA , MARCH 8 , 1947 


1 96 


Provided further that whero the applicant satisfies the Cen 
tral Board of Revenue that it was not possible to complete 
any work referred to in sub - clauses ( a ), (b ) and (c ) of clauge (i ) 
within tho poriod specified in that clause , tho Central Board of 
Revenuo may extend the said poriod to such date as it consi 
ders reasonable : 


Provided further that, where any change has taken place in 
the persona carrying on the business, the persons carrying it on 
after the change shall have the same right to make an applica 
tion under this sub - section in respcot of any expenditure 
referred to in sub - clauses (6 ) and (c) of clause (i) as the 
persons previously carrying on the business would have had if 
there had boen no such change . 


( 2 ) Where an accounting period included , but did not end on , 
the 31st day ofMarch 1946 ,all expenditure referred to in the sub 
clauses of clause (c ) of sub -section ( 1 ) which would , apart from 
the provisions of this sub -section and rulo ll of Schedulo I , be 
allowable as a deduction in computing the profits of the said 
accounting period , shall be treated for the purposes of sub 
gection ( 1 ) as if it were incurred after that day , and if an 
application is made under this section , no deduction from , or 
in computing , the profits of any accounting period or charge 
able accounting period shall bo allowed in respect of such 
expenditure otherwise than under sub - section ( 1 ). 


(3 ) Where a change takes place in the persons carrying on a 
business, or a person carrying on a business , being a body 
corporate , becomes or ceases to be a subsidiary company or 
principal company within the meaning of sub- section (6 ) of 
section 9 , and whero except for the happening of that event 
relief would bo allowable under this section , the Central Board 
of Revenue may , if it thinks fit , allow such relief under this 
section as it considers just , having regard to the extent to 
which the persona directly or indirectly interested in the 
business or body corporate , as the case may be, before the 
change remain interested therein after the ohango . " 


18 . To the first paragraph of rule ll of Schedule I to the Amendment 

of Schedule 
said Act the following provißo shall be added , namely : - - 

J , Act - XV 

of 1940 . 
" Provided that where any loss or expenditure incurred 
during the period commencing on the 1st day of April 1946 and 
ending on the 31st day of December 1947 is reasonably and 
properly attributable , wholly or partly , to any chargeable 
accounting period or standard period , such deduction as 
appears to the Excess Profits Tax Officer to be reasonable 
shall be allowed in computing the profits of such chargeable 
accounting period of standard period ; and any relief 
acoruing from such deduction shall be given by repayment or 
otherwise , as the case may require." 
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STATEMENT OF OBJECTS AND REASONS 
The main objoot of this Bill is to include in the Indian Income Tax Act , 
1922 provisions enabling incomo- tax to be levied on a profit or gain 
arising from the sale , exchange or transfer of a capital asset . For this pur 
pose several amendments to the Income-tax Aot are necessary . In add tion 
the Bill seeks to amend the Excess Profits Tax Act mainly by making pro 
vision for terminal losges oopurring after the excess profits tax has ocaged 
but which are properly attributable to the ex0098 profits tax poriod . The 
main provisions of the Bill are explained in the Notes on Clausos below . 
NEW DELHI ; 

LIAQUAT ALI KHAN 
The 27th February , 1947. 


NOTES ON CLAUSES 

CAAPTER II 
Clause 2 . - Sub -olause (a ) defines " capital asset ” as meaning any pro 
perty (other than agricultural land ) or any actionable claim in rospeot of suoh 
property held by an aggessee, but it does not include such items as stock - in 
trade whioh would properly be taken into aocount in determining his profits 
and gains chargeable under section 10 of the Aot. 

Sub -olause (b ). - The effoot of this amendment is to make acoumulated 
oapital profits now exempt taxablo but not if they are capital gains of any 
previous year prior to the previous year for the assessment year 1947 - 48 . 

Sub -olause (c ) enlarges the definition of inoome so as to include capital 
gains ohargeable under the new geotion 12B . 

Sub - olause (d ) geoures that in the case of a non - resident oapital gains 
arising outside British India are not included in his total world income. 

Clauses 3 (a ), 14 and 15 - make only consequential cha ges to exempt 
capital gains in the case of Provident and Superannuation Funds which may 
consist inter alia of such gains. 

Clause 3 (6 ) is intended to withdraw oxemption from tax in the case of 
a capital gain falling under section 12B even though it may be of a casual or 
non - recurring nature . 

Clause 4 - amonds section 4A (C ) 60 48 to oxolade capital gains for the 
purposes of determining the residence of a company on the basis of more than 
half the income arising in British India . 

Clause 5 - adds to sootion 8 another head of inoome, namely , " Capital 
gains " . 

Clause 6 - adds a new section 12B to the Act . Under sub -clause ( 1) 
capital gaing are deemed to be income and income of the previous year 
in which the sale , exchange or transfer takes place . According to the first 
proviso if the amount of apital gains in the previous year does not exceed 
five thousand rupees , it will be ignored and not included in the assessee s 
total income. This will exclude assessment ofsmall gainsmade in the disposal 
of personal effeots or otherwise . The gecond proviso lays down that any dis 
tribution of assets on the partition of a Hindu undivided family , or on the 
dissolution of a firm or other association of persons or on the liquidation of a 
company or under a deed of gift , bequest, will or transfer on trust is not 
treated as sale , exchange or transfer, 
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Sub - clause (2 ) provides the method of computing the amount of a capital 
gain . From the full value of the consideration is to be deducted any expen 
diture incurred in the sale, exchange or transfer of the capital anset and 
its gotual cost to the Allgegee inoluding any capital expendituro inourred by 
him in making additions or alterations thereto . The cost is , however, to be 
reduced by any option orother money received in connection with any previous 
negotiation for sale , exchange or transfer . Where the capital asset is ono in 
respect of which the assosseo has obtained depreciation allowance , the cost is 
to be reduced to the written -down value of the 288et subjeot to an inoreado or 
decrease to be made by the amount assessed or an allowance made under 
section 10 ( 2 ) (vii) of the Act . 

In the case of assets acquired prior to the 1st January 1939 , as it is 
not sought to assess any appreciation oocurring prior to that date , the 
asseggee has been given the option to substitute for the cost the fair 
market value of the agget on that dato . 


marketer has beeness any quired prio 


Clause 7 - amonds gootion 14 (2 ) (c) 80 as to provide that the exemption 
oonferred therein on profits arising in an Indian State does not apply 
to oapital gains . 

Clause 8 - adds another sub -section to seotion 17 of the Act to secure that 
in the case of aggets held by the assesseo for more than two years , 
the tax payable on capital gains arising therefrom will not exceed the income 
tax on suoh capital gains at the maximum rate . 


Olause 9 - amende sootion 18 - A . “ Capital gains " will not be taken 
intı uooount for any of the purposes of this gection . 


Clause 10 — A loss sustained in the sale , exchange or transfer of a capital 
adset in any year will be set off against a capital gain made in that year , 
As in the case of profits , a logs which does not exceed five thousand rupees will 
be ignored 

Carry forward of such losses will be allowed for six years , but a set off 
will be permissible only against oapital gains . 


Clause 11 – amonds geotion 38 to enable the Income-tax Officer to require 
any dealer , broker, agent or any person concerned in the management of a 
oommodity Exchange to furnish partioulars of any payments or receipts con 
nected with the sale, exchange or transfer of a capital asset. 


Clause 12 - amonds section 42 80 that gains arising from the sale , exchange 
or transfer of a capital agget in British India will be deemed to be incomeaooru 
ing or arising in British India . 


Clause 13 - amends section 43 so that a person to whom a non - resident 
solls his assete in British India can be treated as his agent, If he is treated as 
agont, ho will be liable to pay the tax on the capital gains made by the non 
resident principal and the tax can be recovered from the agent s abgets in 
British India inoluding the aggets sold or transferred to him by the non 
resident principal, 
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Clause 16 - It is well known that during the period of the war many 
persons , not previously oarrying on business or carrying on business on only 
a small soalo , have made very considerable profits . The responsibilities laid 
upon Income- tax Officers who have to function also as Excess Profits Tax 
Oficers have been so heavy that it has been practically impossible for them to 
discover every such case . The olauso geeks to oxtend the period during which 
xotion may be taken by Exoese Profits Tax Officers to secure for the Revenue 
its just dues in such cases. 

Clause 17 . - This clauge seeks to implement the promise given to provide 
for allowanoo , against the profits of the final E .P . T . chargeable accounting 
period , of losses and expenditure arising in the period of transition from war 
time to peace -time conditions . 

Clause 18 . - Rule ll of the First Schedule to the Act may he interpretrd 
as giving the power to relate baok to Excess Profi18 Tax chargeable accounting 
periods expenditure incurred after the termination of the tax. This clause 
seeks to limit the period the expenditure during which may be so related 
baok , 


The following Bills was introducul in the Legislative Asserbiy on the 28th 
l ebruary , 1947 

L . A . Bill No . 29 OF 1947 


commonremont. Act , 1947. 


A Bill to impose a special tax on a certain cluse of income 
WIERTAS it is expedient to impose a special tax on income 
arising from business ; 

It is hereby enacted as follows :-- 
Bhort titlo , ostont 1 . ( 1) This Act may be called the Business Profits Tax 
and 

( 2 ) It extends to the whole of British India . 

(3 ) It shall come into force on such date as the Central 
Government may , by notification in the official Gazette , 

appoint. 
Interpretation. 2 . In this Act , unless there is anything repugnant in the 

subject or context, - - 

( 1) " accounting period " in relation to any business mans 
any period which is or has been determined as the previous 

year for that business for the purposes of the Indian Income 
X ] of 1922 tax Act, 1922 ; 

(2 ) “ business " includes any trade , commerce or manu 
facture or any adventure in the nature of trade . comm vo 
or manufacture , or any profession or vocation the refits 
of which are chargeable according to the provisions of sertion 

10 of the Indian Income tax Act, 1922 
* Thu Governor Gone ol has bien lored to o rit the Bunrt on r qurrounder the 
Government of India Act, 1936 , to the intrı duction in the Log lat vo Asuembly of this B ]]. 
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Provided that where the funotions of a company or of 
& society incorporated by or under any enactment consist 
wholly or mainly in the holding of inves ments or othor pro 
perty , the holding of the investinents or property shall be 
deemed for the purpose of this definition to be a business 
carried on by such company or society ; 

Provided further that all businesses to which this Act 
applies carried on by the same person shall be troated as one 
business for the purposes of this Act ; 

( 3) " chargeable accounting period ” means 

(a ) any accounting period faling wholly within the term 
beginning on the first day of April , 1948 , and ending on the 
thirty - first day of March , 1947 ; 

(0 ) where any accounting period falls partly within and 
partly without tho said torm , such part of that accounting 
period as falls within the said term ; 

( +) " company ” means a company as defined in the 
Indian Companies Act , 1913, or formed in pursuance of an VII of 1913 . 
Act of Parliament or of Royal Charter or Letter Patent, or 
of an Act of the Legislature of a British possession or of a law 
of an Indian Stato , and includes any foreign association , 
whether incorporated or not, which the Central Board of 
Revenue may, hy general or special order , declare to be a 
company for this purposes of this Act ; 

15 ) " control of a coinpa IV ” me nisi control direct or 
indirect of moro than on - Jiulf of the voting power attached 
to the total issued paid - lip share capital of the company, 
or control vestad by its Memoranduin and Articles of 
Association otherwise than by reference to such voting nowor : 

Provided that the voting power attached to shares held 
by a nominee or trustee for any porson sholl be deemed for 
the purpose of this de inition to be hold hy that person ; 

(6 ) " deficioncy of profits " means - 
(i ) where profits have I een nade in any chargeable ac 

counting period , the amount hy which such profits 
fall slıort of a num herring to the sum of one lakh of 
rupees the namo proportion As tho chargeable 

accounting period bears to a period of one year : 
( ii) whore a loss has been made in any chrgeable ao 

counting peri d , the amount of the logs adoled to an 
annount bearing to the sum of one lakh of rupees the 
Bime proportion as the chargeable accounting period 

bears to a period of uno year ; 
(7 ) " director " includes any person ocourying the posi 
tion of a direotor by whatever naine called and also includes 
any person who - 

( ) is a månarer of the company or concerned in the 

management of the business and 
(ii) is remunerated out of the funds of the business, and 
(iii) is the beneficial owner of not less than twen y por 

cent. of the ordinary share capital of the company ; 
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( 8 ) " dividend " has the same meaning as in section 2 of 
the Indian Income-tax Act , 1922 ; 

(9 ) " fixed rate " in relation to dividends on share capital, 
other than ordinary share capital, includes a rate fuctuat 
ing in accordance with the maximum rate of income-tax ; 

( 10 ) " loss means a loss computed in the same manner 
w8 , for the purposes of this Act, profits are to be computed ; 

( 11 ) " ordinary share capital" , in relation to a company, 
means all the isgued share capital (by whatever Damo 
called ) of the company , other than ospital the holders whore 
of have a right to a dividend at a fixed rate but have no 
other right to share in the profits of the company ; 

( 12 ) " person " includes a Hindu undivided family ; 

( 13 ) " presoribed " means prescribed by rules made under 
this Aot ; 

(14 ) " profits " means profits as determined in accordance 
with the Sohedule ; 

(15 ) " taxable profits " means the amount by which the 
profits during a chargeable acoounting period exceed the sum 
which boars to the sum of one lakh of rupees the same 
proportion as the chargeable accounting period bears to a 
period of one year. 

8 . ( 1) Every Commissioner of Income-tax , Appellate 
Assistant Commissioner of Income-tax , Inspecting Assistant 
Commissioner of Income- tax and Income- tax Officer shall have 
the like powers under this Act and in relation to the game area 
and cagos as he exeroises under the Indian Income-tax 
Aot , 1922 . 

(2 ) All officers and persons employed in the execution of 
this Aot shall observe and follow the orderg, instruotions 
and direotions of the Central Board of Revenue : 

Provided that no such orders, instruotions or directions 
shall be given so as to interfere with the discretion of the 
Appellate Assistant Commissioner of Inoome- tax in the 
exoroise of his appellate functions. 

4 . Subject to the provisions of this Aot, there shall , in res 
poot of any business to which this Aot applies , be charged , 
lovied and paid on the amount of the taxable profits during 
any chargeable accounting period, a tax in this Act referred to 
as " business profits tax " ) which shall be equal to twenty 
five per cent. of the taxable profits : 

Provided that any profits which are , under the provisions of 
sub -section ( 3 ) of section 4 of the Indian Income- tax Aot, 
1922 , exempt from income- tax, and all profits from any busi 
ness of life insurance shall be totally oxempt from business 
profits tax under this Act . 


Tak Authoridos. 


XI of 1982 


Charpe olha . 


XI of 1022 
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8 . This Act shall apply to every business of which any part Appllostioa of Art 

the profits made during the chargeable accounting period in 
chargeable to income-tax by virtue of the provisions of sub 
olause ( 1 ) or sub - clause ( ii ) of olause (6 ) of sub -section ( 1 ) of 
seotion 4 of the Indian Income-tax Act, 1922 , or of clause (c ) XI of 1999 
of that sub - section : 

Provided that this Aọt shall not apply to any business the 
whole of the profits of which acorue or arige without British 
India where such business is carried on by or on behalf of a 
porson who is resident but not ordinarily resident in British 
India , unless the business is controlled in India : 

Provided further that this Act ahall not apply to any incomo, 
profite or gains of business accruing or arising within an Indian 
State unless such income, profite or gains are received or deemed 
under the provisions of the aforesaid Act to be received in or 
are brought into British India in any chargeable accounting 
period , or are assessable under section 42 of that Act. 

6 . Where a deficienoy of profite occurs in any chargeable Rollef on 
accounting period in any business , the taxable profits of the gocurrence of 

deflolaay of 
business shall be deemed to be reduced and relief shall profilu . 
be granted in accordance with the following provisions : – 

(a ) the aggregate amount of the taxablo profits for the 

previous chargeable nccounting periods shall be deem 
ed to be reduced by the amount of the deficienoy 
of profits and the amount of business profits tax 
payable in respect thereof shall be deemed to be re 
duced accordingly , and the relief necessary to give 
effeot to the reduction shall be given by repayment 

or otherwise ; 
( 6 ) where the amount of the deficienoy of profite exceeds 

the aggregate amount of the taxable profits for the 
previous chargeable accounting periods or where 
there is no previous chargeable accounting period , 
the balance of the deficiency of profits or the whole of 
the deficienoy , as the case may be, shall be applied in 
roducing any taxable profits for the next subsequent 
chargeable acoounting period , and if and so far as it 
exceeds the amount of those profits , any taxable 
profits for the next subsequent chargeable accounting 

period and so on. 
7 . As from the date of any change in the persons carrying Chango in po 

carrying on 
on a business, the business shall be deemed for all the purposes bine 
of this Aot to have been discontinued and a new business to 
have been commenced . 

8 . ( 1) Where any interest , annuity , or other annual pay 
ment , or any royalty or rent , is payable by one company to Interconnected 
another oompany, and one of those companies is a subsidiary companies . 
of the other, or both aro subsidiaries of a third company , and 
the recipient oompany is resident outside British India , no 
allowanoo shall be made in respect of such payment in 
oomputing the profite or losses of the paying company . 
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(2 ) Where 
(n ) A company (hereinafter referred to as the principal ) 

is resident in British India and is not a subsidiary 
of any other company resident in British India : 

and 
Thl during the whole or any part of any changeuble aoi 

counting period of the principal, another company 
resident or carrying on business witlin British India 
(hercinafter referred to as " thi wish - diary ) is a 

subsidiary of it mi pom ! 
ho protits or Inges of the sol diary for such chargeable 
accounting perion 01 part thereof shall be treater for the 
purposes of this dit as if they were profits 0 laser 
arising from the business of the principal 

Provided that the profits of tho kubaidjait 40 tronted shall 
not be orempted from business profits tar in the hands of the 
principal by l eason of any exemption pplicable to the 
principal under the proviso to section 4 . 

( 3) Where the chargeable accounting periods ot the princi 
pal and subsidiary are not co -terminous , wuch slysion and 
apportionment of the profits or losses of the submilliary for any 
chargeable accounting poriod shall he 3rd pat will allocate 
the due proportion thereof to the teutive chargeable ac 
counting period or periods of the principal , and such division 
and :upportionment shall he ho reference to the proportion 
that the number of days of the chargeablo Accounting period 
of the subsidiary falling within the rojative chargeable ac 
counting period or periods of the principi beus to the total 
number of navs in the whargeable accounting priiod oot the 
subgidinti 


( 4 ) l or the purposes of this section at ( Ompany shall be 
deemed to be a subsidiary of another company if and nu long 
as not less than four- fifths of its ordinary shalt capital is 
heneficially owned by that other company , whethez directly 
or through another company or other companies or partly 
directly and partly through another company or other com 
panjen . 

(5 ) The business piofits tax payable by virtue of this 
geotion by the principal shall , for the purposry of seotion 10 , 
be allocated by the Income- tax Officer to the respectivo 
companies ronerned in surh proportion ay in his opinion is just , 


Agrupation of 
profita in gortain 
one . 


9 . Whezo an individual in ( titled to protit arising from 
more than one business , of which nt lenst une }) l arried on by 
a firm in which he is a partner , the Income-tar Office 
firm in think 1 

may , 
with the prioi sanction of the Inspecting Assistant Com 
missioner of Income -tax , aggregate the shares of such indivi 
dual in the profits or losses of all of such businesses and treat 
the sum of such aggregation as the profits of a busineau rarried 
on be auch individual and a gangs him arcordingly 
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Provided that if the accounting periods of such businesses 
are not co -terininous, the Income- tax Officer shall determine 
in respect of such individual his chargeable accounting period 
and shall make such divisions, apportionents and aggroga 
tion of the shares of < uch individual in the profits or losses 
of the goveral businesses as may be necessary to determino for 
such chargeable accoun ing period the total profits and gains 
of such individual therefrom : 

Provided further that for thu purposes of this section , a 
company , which is neither one in which the public are sub 
stantially interested , as defined in the Explanation to sub 
section ( 1) of section 23A of the Indian Income-tax Act , 
1922 , nor a subsidiary company as defined in sub -soction (4 ) X1 of 1024 
of section 8 of this Act , shall bo doomed to ho a firm in which 
the persons having an interest in the company are partners . 
or , in the case of a nole -plureholder , a businons carried on by 
that sole -shareholder, and the profits of such company shall 
be computed Accordingly 

Provided further that any profits of losse 90 aggregateil 
for Hasessment upon an individual shall be exoluded from the 
profits or losses of the respective businesses for the purposes 
of this Act ; and no assessment under this Act shall be made 
in respect of any such business save in the name of the other 
partners thereini 

10 . The mount of the business protits tax payable by allowance of 
any person for any chargeable accounting period shall, in businong profit# 

the wolntort tax in ( omputing 
computing total income for the purposes of the relevant 

inoome for 
income-tas os super-tax MAROSVent, hellowerl as A deduc - 1100110-tar 
tion : 

purposes 
Provided that where under the provisions of this Act 
relating to deficiencies of profits relief is given by way of 
repayment from huriness profits tax chargeable for any charge 
able accounting period previous to that in which the defi 
ciency ocours, the amount of the deduction allowed shall 
not be ultered , but the aniount ropayable shall be takon into 
account in computing the profits and gains of the business 
for the purposes of income- tax as if it were a profit of the 
business coruing in the previous yeur (as determined for 
that business for the purposes of the Indian Income-tax Act , 
1922 ) in which the deficieuor of profits Ock 

UM. 

X5 of 1922 
11. (1 ) The Incone-tax Otlivor may for this purposch of I 1400 of notice for 
this Act . require any person who be bolje ( s to be engaged 
in any business to which this let upplies, or to have been 
3o engaged vluring any chargeulle accounting period , or to he 
otherwise liable to pay busmens profith tax, tu furnish within 
such period not being less than thirty days from the date of 
the service of the notice , as may be specified in the notioe , a 
roturn in the prescribed form and verifierl in the prescribed 
manner setting forth (along with such other particulary as 
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Asseramento. 


may be provided for in tho notice) with respeot to any charge 
able accounting period specified in the notice the profits of the 
business or the amount of deficiency , if any , available for relief 
under section 6 : 

Provided that the Income-tax Officer may , in his digore 
tion , extend the date for the delivery of the return . 

( 2 ) The Income-tax Officer may serve on any person , 
upon whom a not ce has been served under sub -section ( 1) , 
a notice requiring him on a date to be therein specified to 
produce , or cause to bo produced , such accounts or documents 
as the Income- tax Officer may require , and may from time to 
time serve further notices in liko manner requiring the pro 
duotion of such further accounts or documonts or other evi 
dence as he may require. 

12 . ( 1) The Income -tax Officer shall , by an order in 
writing after considering such evidence , if any, as he has 
required under soction 11 , assegg to the best of his judgment 
the profits liable to business profits tax and the amount of 
business profits tax payable on the basis of such assessment 
or if there is a deficiency of profits , the amount of that 
deficiency and the amount of business profits tax , if any 
repayable , and shall furnish a copy of such order to the person 
on whom the assessment has been made . 

(2 ) Business profits tax payable in respect of any charge 
able accounting period shall be payable by the person carrying 
on , or treated as carrying on , the business in that period . 

( 3) Where two or more persons were carrying on the 
business jointly in the chargeable accounting period , the 
assessment shall be made upon them jointly and , in the caso 
of a partnership , may be made in the partnership namo. 

( 4 ) Where by virtue of the foregoing provisions an assess 
ment could , but for his death , have been made on any person 
either solely or jointly with any other person or porsons , the 
Assegemont may be mado on his legal reprogontativo either 
solely or jointly with that other person or persona, As tho 
care may be. 


Power to make 
provisional 
AYEomoni. 


13 . ( 1) Tho Income-tax Officer, before proceeding to 
make an assessment (in this section referred to as the regular 
¿ ABOB -ment ) under section 12 , nay , at any time after the 
expiry of the period specified in tho notice issued under sub 
section ( 1) of section 11 as that within which the return there 
in referred to is to be furnißhed , and whether the return has 
or has not been furnished , proceed to make in summary 
manner a provisional EHHEHAMent of the taxable profits and the 
amount of business profits tax payable thereon , 

(2 ) Before making such provisional assessment the Income 
tax Officer shall give notice in the prescribed form to the person 
on whom assessment is to be made of his intention to do so , 
and shall with the notice forward a statement of the amount 
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å copy of the ha provisional dans , if any , 


hins Officermined us where 


of the proposed assessment, and the said person shall be en 
titled to deliver to the Income-tax Officer at any time within 
fourteen days of receipt of the said notice a statement of his 
objections, if any, to the amount of the proposed assessment . 

(3) On expiry of one month from the date of service of 
the notice referred to in sub -section (2 ), or earlier if the 
ASSOASCO agrees to the proposed assessment, the Income tax 
Officer may , after taking into account the objectiona , if any , 
made under sub -section (2 ), make a provisional 48808gment , 
and shall furnish a copy of the order of assogement to the 
Assessee : 

Provided that assent to the amount of the abgegement, 
or failure to mako objection to it , shall in no way prejudice 
the assessee in relation to the regular assessment. 

(4 ) In making any such provisional assessment the Income 
tax Officer shall make allowance for any doficiencies of pro 
fits for previous chargeable accounting periods which are under 
the provisions of section 6 to be set off against the taxable 
profits of the chargcable accounting period in respect of which 
the assessment is being made : 

Provided that , where such deficiencies of profits have not 
been determined under sub -section ( 1 ) of section 12 , the Income 
tax Officer shall estimate the amount thereof to the best of 
his judgment. 

(5 ) There shall be no right of appeal against a provisional 
assessment made under this section , and it shall, until a regu 
lar assessment is made in due course under section 12 , determine 
the amount of business profits tax due from the assessee . 

( 6 ) If , when a regular angegement is made in due course 
under soction 12 , the amount of business profits tax payable 
thereunder is found to exceed that determined as payable 
by the provisional assessmont , it shall be reduced by tho amount 
determined as payable by the provisional assessment . 

(7 ) If, when a regular assessment is made in due course 
under section 12 , the amount of business profits tax payable 
thereunder is found to be less than that determined as payablo 
by the provißional assessment, any excess of tax paid as a 
result of the provisional assessment shall be refunded to the 
aggensee . 

14 . If, in consequence of dofinite information which has Profita osoaping 
oome into his possession , tho Income-tax Officer discoverg AdbodmaOND. 
that profits of any chargeable accounting period chargeablo 
to business profits tax have escaped assosament , or have boon 
undorassessed , or have been the subject of excessive relief , 
he may at any time within five years of the end of the charge 
able accounting period in question serve on the person liable 
to such tax a notice containing all or any of the requirements 
which may be included in a notice under section 11, and may 
proceed to agress or reassess the amount of guch profits liable 
to business profits tax , and the provisions of this Act shall, 
BO far as may be, apply as if the notice were a notice issued 
under that seotion . 
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meider 
su the pliculare 


Penaltion , 

15 If the Income tax Officer , the Appellate Assistant 
Commissioner of Income- tax or the Commissioner of Income 
tax , in the course of any proceedinga under this Act , is satisfied 
that any person has, without reasonable cause , failed to fur 
nish the return required under sub -section ( 1) of section 11 , 
or to produce or causc to be produced the accounts or docu 
ments or other evidence required by the Income-tax Officer 
under sub -section (? ) of that section , or has concealed parti 
culars of tho profite of the business, or has deliberately furnished 
inaccurate particulars of such profits, he may direot that Huyu 
person shall pay by way of penalty , in addition to the amount 
of any husiness profita tax payable , a sum not exceeding 
(a ) where the person has failed to furnish the return re 

quired under sub -section ( 1 ) of section 11, the amount 

of the business profits tas payable ; 
(6 ) in any other case , the annount of business profite tax 

which would have been avoided if the return made 

had been accepted as corect . 
Provided that the Incomo-tax Officer shall not impose 
any penalty under this section without the previous approval 

of the Inspecting Assistant Commissioner of Income-tax . 
Appoals to 

16 . ( 1) Any person objecting to the amount of business 
Appolleto Agadatant 
Commissionor of 

at profits tax for which he is liable as agressed by the Income 
Insomotas tax Officer or denying his linbility to be assessed under this 

Act , or objecting to any penalty imposed by the Income- tax 
Officer, or to the amount of any deficiency of profits as assessed 
by the Income- tax Officer, or to the amount allowed by the 
Income-tax Officer by way of relief under any provision of this 
Act or to any refusal by the Incomo-tax Officer to grant re 
Lief, may appeal to the Appellate Assistant Commissioner of 
Income- tax . 

(2 ) An appeal hall ordinusily be presented within thirty 
days of receipt of the notice of demand relating to the assess 
ment or penalty objected to , or in the case of an appeal against 
the assessment of a deficiency of protits , within thirty days of 
the receipt of the copy of the order determining the deficienoy , 
or in the came of an appeul against the amount of a relief granted 
or a refusal to grant relief, within thirty days of the receipt of 
the intimation of the order granting or refusing to grant the 
relief, but the Appollato Assistant Commissioner of Income 
tax may admit an appoal nfter the expiration of that period 
if he is satisfied that the appellant hard sufficient cause for not 
presenting it within that period 

( 3 ) An appeal shall be in the prescribed forn wild shall be 
verified in the prescribed mannel . 

(4 ) The Appellate Assistant Commissioner of Income 
tux shall bear and determine tho appeal and , subject to the 
provisions of this Act , shall pass auch oider s as he thinks fit , 
and such orders may include an orrler enhancing the 14eament 
or a penalty : 
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Provided that an order enhancing an assessment or penalty 
shall not be mado unless the person affected thereby has been 
given a reasonable opportunity of showing cand against such 
enhancement. 

(5 ) The procedure to be adoptadd m the hearing and dotou 
mination of appeals shall be in amcordance wilb the rules made 
by the contral Board of Revenue iu relation to income-tas , 

17 . Any Income tax Office 12 any person m respect of Appeal to 
whose business 1 orrer under sectiou 12 has been passed Appellato 

+ Tribunal 
and who vhjorts to an order passer hi an Appellate Assistant 
Commissioner of Income- tas undernection 15 or section 16 
may, within the prescribed time ind in the prencribed manner 
appealagainst much order to the Appellato Tribunal constituted 
under the Indian In oincta Act , 1922 , and that Tribunal x [ uf 1922 
shall have all such powe2 in disposing of the appeal to it has 
in respect of appeale preferred to itw ler the anid Act 

18 L he ( on UINALOTICI ME 10mmo- tara 112 ! At any time. Rectification of 
within four years from the late of us del parsed by any m 
Appellate Issistant ( oumissioner of Income tax or Income-tax 
Office under this dot, lectify why mistake in any r viden ** 
recorded during assessment on appellate proceedings, or any 
mistake apparent from the record and whall within the like 
period rectify any mistake apparent from the record which 
has been brought to his notice lor a perion to whose business 
this Act applies 

Provided that no suol routitication shall be made having 
the effect of onlancing the liability of any person unless that 
person has been given à l easonable opportunity of being 
heard . 

19 . The sections of the Indian Income -tus tot 1922 , Applioation of 
Dis applied to excess profits tax hy rirtue of section 21 of the photo 

Aot XI of 1982 . 
Excess Profits Tax Act, 1940 , shall , in so far as they are not XV of 1940 
repugnant to the provisions of this dut, apply to hurinear 
profit tax na they apply to excess profits tax 

20 . (1 ) Notwithstanding anything contained w the Indian Inoone-tax 
Income- tar Aut , 1922, all information contained in any papors to bo 
statement or roturn made 01 furnished under the provisions 

available for tho 

purposes of this 
of that Act or obtained or collected for the purpose of that Act. 
Aot may be used for the purposes of this Ant 

I of 1922 
( 2 ) All information containod in any statement or return 
made ou furnishoid under the provisions of this Act or obtained 
or collected for the purposes of this dit may be need for the 
purposes of the Indian Income-tax fot. 1922 

21 . If any person faily , without reasonable vaubo ui excuse , Hailure to delivor 
to furnisl in due time anly return or statement , or to produce . 

tatements , 
or cause to be produced , any accounts or docuinents required 
to be produced under section 11 , he whall bo punishable with 
fine whioh may extend to fire liundred rupees , and with a 
further fine which may oxtend to fifty rupees for every day 
during which the defant continues . 
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Hallo statomonta . 


Lastitution of 
proooodings and 
oomposition of 
off ongo , 


22 . If a person makes in any return required under section 
11 any statement which is false , and which he either know or 
believes to be false or does not believe to be true, he shall be 
punishable with simple imprisonment which may extend to 
six months , or with fine which may extend to one thousand 
rupeer , or with both . 

28 . ( 1 ) A person shall not be proceeded against for an 
offenio under suction 21 or section 22 except at the instance 
of the Inspecting Assistant Commissioner of Ingomo-tax. 

(2 ) No progecution for an offence punishable under section 
21 or section 22 or under the Indian Penal Code Bhall be 
instituted in respect of the same faots as those in respoot of 
which a penalty has been imposed under this Aot . 

(3 ) The Inspecting Assistant Commissioner of Incomo. 
tax may , either before or after the institution of proceedings , 
compound any offerre punishable under section 21 or section 


XIV of 1860 


22 . 


Power to make 
rulos . 


24 . ( 1 ) The Central Board of Revenue may, subjeot to the 
control of the Central Government, make rules for carrying 
out the purposes of this Act , 

(2 ) Without prejudice to the generality of the foregoing 
power, suoh rules may 
(a ) preboribe the procedure to be followed on appeale , 

applioations for rectifioation of mistakes , an 

applications for refunds ; 
(6 ) provide for any matter which by , or under, this Aot 

is to be prescribed . 
(3 ) The power to make rules conferred by this section 
shall be exercised in liko manner as the power to make rules 
under section 59 of the Indian Income-tax Aot, 1922, 


XI of 1992 


- - - 


- 


- - 


THE SCHEDULE 

[ See SEOTION 2 ( 14 ).] 
Rules for the computation of profits for purposes of Business 

Profits Tax . 
1 . The profits of a business during any ohargeable aocount 
ing period shall be separately oomputed , and shall , subjeot to 
the provisions of this Schedule , he computod in accordance 
with the provisions of section 10 of the Indian Income-tax 
Act , 1922 : 

Provided that any sums other than any interest paid by a 
firm to a partner of the fim excluded under the proviso to 
olausc (iii ) of sub - section ( 2 ) or olause ( a ) of sub -section ( 4 ) 
of that section from the allowances made in computing the 
profits of the business for the purposes of income-tax shall , if 
paid , bo inoluded in those allowances when computing the 
profits of the business for the purposes of business profits tax i 


X1 of 1022 . 
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Provided further 
(a ) that any gums received or credited in a chargeable 

accounting period which by virtue of rule 9 of 
Sohedule I to the Excoes Profits Tax Aot, 1940, XV of 1040 . 
have been treated as business receipts for the pur 

pose of assessment to excess profits tax ; and 
(6 ) any expendituro or loss incurred in any chargeable 

accounting period , allowance in respect of which 

has been made for excoge profits tax purposeb , — 
shall be disregarded in computing the profits or losses 
of the chargeable accounting period : 

Provided further that where a chargeable acoounting 
period is not an accounting period , the profits or losses of the 
business during the accounting periode wholly or partly 
included within the chargeable accounting period shall be 80 
computed as aforesaid , and such division and apportionment 
to spooifio periods of those profits or losses and such aggregation 
of those profits and losses , or any apportioned part thoroof , 
shall be made as appears necessary to arrive at the profit 
during the chargeable accounting period ; and any such 
apportionment shall be made in proportion to the number of 
days in the respective periode . 

2 . (1 ) The principle of adding the allowance for deprecia 
tion for any one period to the allowance for depreciation for 
any subsequent period and deeming it to be part of the allow 
anoe for such subsequent period shall not be followed . 

(2 ) Nothing in this Act shall be construed as permitting 
the application , in computing profits for the purposes of busi 
ness profits tar , of tho provisions of sub -section (2 ) of geotion 
24 of the Indian Income-tax Act , 1922 . 

XI of 1082 
3 . Inoomo received from investments or other property 
shall be inoluded in the profits only 48 provided in this 
rule , that is to say , -- 
(a ) in the case of the business of a building society , or 

a banking business , insurance business or business 
consisting wholly or mainly in the dealing in or 
holding of investments or other property , the 
profits shall inolude all income roceived from 

investments or other property ; or 
(6 ) in the case of a business part of which consists in 

banking , insurance or dealing in investments or 
other property , not being a businods to which 
olause (a ) applies , the profits shall inolude all 
income received from investmonts or other property 

hold for the purposes of that part of that business : 
Provided that , 
(i ) inoome roeived directly or indirectly by way of 

dividend or distribution of profits from a body 
corporate carrying on business as defined in this 
Aot , and 
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(ii) income to wluch the persons carrying on the business 

are not beneficially entitled , - 
shall in no oase be included . 

4 . ( 1 ) In the case of a business carried on , in any no 
counting period which constitutes or includes a chargeable 
accounting period , by a company , the directora whereof have 
throughout that accounting period a controlling interest there 
in , no deduction shall be made in respeot of directors remune 
ration in computing the profits for that accounting period . 

( 3 ) Whore , in the case of a business carried on by a company 
in any accounting period which constitutes or includes a charge 
able accounting poriod , the directors of the company have 
during any part of that accounting period a controlling interest 
therein , and tho case is not one to which sub -rule ( 1 ) applies , the 
profits of tho accounting period shall be computed as if the 
directors of the company had no controlling int rst th rein , 
and to tho part thoreof appropriate to th : clar eabi . account 
inz period xso rtained in nocoriunie with the third proviso 
to rule 1 shall be added the directory rmuineration for that 
part of the haryouble accounting period during which the 
directors of the company had a controlling int rent therein . 

(3 ) In this rule the expression " directory remuneration " 
does not includo 
(a ) the remuneration of any director who is requirert to 

devote substantially the whole of his tiing to th ser . 
vice of tho conpany in a ningurial or lachnioul 
capacity and is not the bonoticial owner of, or ahl , 
eithor dirertly or through the modium of other com 
panies or by any other indirect means , to control 
more than five per cent. of the ordinary share oapital 

of tho company , or 
(6 ) the rem neration of any managing agent where much 

remuneration is included in the profits of the manag 
ing ngent s business for the purposes of the business 

profits tax. 
5 . ( 1) In computing the profits of any chargeable accounting 
period no deduotion shall be allowed in respoct of expenses 
in excess of the amount which the Income-tax Officer considers 
reasonable and necessary , having regard to the requirements of 
the business , and , in the case of directors fees or other payments 
for services , to the actual services rendered by the person con 
cerned : 

Provided that no disallowance under this rule shall be made 
by the Income-tax Officer unless he has obtained the prior 
authority of the Inspecting Assistant Commissioner of Income 
tax . 

(2 ) Any person who is diggatisfied with the decision of the 
Income- tax Officor under this rule may appeal in the prescribed 
time and manner to the Appellate Tribunal referred to in 
section 17 . 
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STATEMENT OF OBJECTS AND REASONS 


The object of this Bill is to impose a special income tax on the profits 
exceeding one lakh of rupoes of businesses , professions and vocations . The 
main provisions of the Bill are explained in tho notes on olausos below . 
NEW DELHI , 

LIAQUAT ALI KHAN 
The 27th February 1947 . 


NOTES ON CLAUSES 


Clause 2 (Definitions ), --- In general follows the Excess Profits Tax Aot 
1940 , but : 

Sub -olause 2 sooks to bring within tho charge any profession or vocation 
the profits of which are assesgable undor section 10 of tho Income-tax Aot . The 
provision would exclude , for example , a professional man working for a salary . 

Sub - clause 5 Hoeka to make control depend , inter alia , on the voting power 
exercised by persons to the extent of their beneficial interest . 

Sub -cause 15 definos “ taxable profits ” as the excess of profits over one 
lakh of rupocs a year . 

Clause 3 . – Seeks to givo juris liution to the samo authorities as havo juris 
diotion under the Indian Income-tax Act , 1922 . 

Clause 1. - Seeks to proville that the chargo shall be 25 per cent of the 
tayable profits and continues tlie exemptions to Agricultural income, life insur 
anco business etc., which were grantod by the Excess Profits Tax Act . 

Claus 5 . - -Follows the corresponding section of the Exco S Profits Tax 
Aot , but profita arising in an Indian State are not exempted if thoy are received 
in or brought into British India or Aro Assessable unrler section 42 of the Income 
tax Act. Profits arising in an Indian Stato are thus to be treated in the same 
way is under section 1 + ( 2 ) ( ) of the Incomo-tax Act. 

Clause 6 . – Follows the corresponding. Excess Profits Tax provision in 
regard to sot -off of leticiencies , 

Claus 7 . -- Sroky to ensure that any person is chargeable in respect only of 
the proſity arising diving hju proprietorship and to avoid tho got -off of a defi 
ciency of profits malo by one person against tho taxablo profits of another . 

Clause 8. - -Generally follows the corresponding Excess Profits Tax provi 
sion in regarıl to principal and subsidiary companion , and sooks to necure 

(a ) pavmont of the tax on the whole of the profits attributable to 

British Inulin , notwithstanding that part theroof may be payable 

in some formn to a related foreign company ; and 
(5) agrrgition of the profits and loss of principal and subsidiary 

compania resistent in British India , 
cinusa 9. -- Ricorning the extent to which individuals, oarning more than 
ona lakh of + fr 11 Bui :994, carry on th ir bu tinggs notivities through & 
nimals of lifirint purt larships or private ronining, and seeky to counteract 
the 1904ibly lony of r .vinne froin this calige hy giving powers of aggregation in 
auch ASAN 
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Clause 10 . - Seeks to make the proposed tas allowable in computing totali 
income for income-tax purposes ; aril where Huch tax paid subscquenty 
becomes ropayable by reason of set- off of a deficiency to treat the repayment 
as income of the year to which the deficiency related . 

Clauses 11 to 24 (both inclusivo ) .- Seek to make applicable the samemachi 
nery of assessment, appeal, eto., as applies to Excess Profits Tax , 

Schedule . -(Rules for Computation of Profits ). Generally seeks to apply 
the corresponding rules of Sohedule I of the Excess Profite Tax Act , but 

( a ) Rule 1, 2nd proviso seeks 
(i) to avoid assessmont to both Excess Profits Tax and Business 

Profits Tax of receipts from long-term contracts, and 
( ie ) similarly to avoid allowanco in respect of any expenditure or lose 

which has been allowed for the purposes of Excons Profits Tax ; 
(6 ) Rule 3 seeks to engure that investment inoome shall only be included 

where it really forms a part of the trading receipts of the business ; 
and that a dividend or distribution of profit from a body corporate 
which is within the scope of this Bill is not again assessable in the 
hands of the recipient . 


The following Bill was introduced in the Legislative Assembly on the 28th 
February, 1947. 

L . A . Bill No. 80 OF 1947 
A Bill to provide for an investigation into matters relating to 

taxation on income. 
WHERHAS it is expedient , for the purpose of ascertaining 
whether the actual incidence of taxation on income is and has 
been in recent years in accordance with the provisions of 
law , and the extent to which the existing law and procodure 
for the assessment and recovery of such taxation is adequate 
to prevent the evasion thereof, to make provision for an 
investigation to be made into such matters ; 

It is hereby enacted as follows : 
Short tulo , 

1. ( 1) This Act may be oalled the Taxation on Income 
extent and 
commenounout (Investigation Commission ) Act , 1947. 

(2 ) It extends to the whole of British India . 

( 3 ) It shall come into force on such date as the Central 
Government may , by notification in the official Gazette , 

appoint . 
Interpretation . 

2 . In this Aot, “ taxation on income ” means any tax 
XI of 1922 , chargeable under the Indian Income-tax Act, 1922 , or the 
XV of 1940. 

Excess Profits Tax Act, 1940 . 
Congtitution 

3. (1) The Central Government may constitute a Com 
and funotion of mission to be called the Income- tax Investigation Com 
Commigion , 

mission (hereinafter referred to as the commission whose duty 
it shall be to investigate and report to the Central Government 
on all matters relating to taxation on inoome, with partioular 
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reference to the extent to which the existing law relating 
to , and proceduro for, the assessment and colleotion of such 
taxation is adequate to prevent the ovasion thereof. 

(2 ) In particular and without prejudice to the generality 
of the foregoing sub -section , the Commission may in respect 
of any person , and shall in respect of any person specified 
to it in this bohalf by the Central Government , investigate 
the present and past financial affairs of such person in order 
to determine whether or not he has paid the full amount 
properly due from him by way of taxation on income, and shall 
in all such casos make a separate report thoreon to the Cen 
tral Government. 

(3 ) In making an investigation under sub -geotion (2 ) into 
the financial affairs of any person , the Commission shall have 
power to investigate also the present and past financial affairs 
of any other person who is believed by the Commission to be 
or to have been connected directly or indirectly with the first 
mentioned person as agent or nominee or in any other capa 
city whatsoever ; and if any question arises as to whether 
any person is or has been so connected with the first -mentioned 
person , the decision of the Commission thereon shall be 
final. 

4 . (1 ) The Commission shall consist of a Chairman (being Composition of 
a person who is , or has been , or possesses the qualifica - Com 
tions for appointment as , a Judge of a High Court ) and two 
other Commissioners , appointed by the Central Govern 
ment. 

(2 ) On the occurrence from any cause of a vapanoy among 
the Commissioners , the Central Government may , if it thinks 
fit, appoint a person to fill the vacancy . 


5 . The Commission shall have power to administer oaths , Commission 
and shall have all the powers of a Civil Court under the Code to have powers 

of Civil Oourt . 
of Civil Procedure , 1908 , for the purposes of taking evidence v of 1908. 
on oath , enforcing the attendance of witnesses and of persons 
whose financial affairs it may be investigating , compelling 
the production of documents and issuing commissions for the 
examination of witnesses, and shall be deemed to be a Civil 
Court for all the purposes of section 195 and Chapter XXXV 
of the Codo of Criminal Procedure , 1898 ; and any reference V of 1898 
in the said Chapter to the presiding officer of a Court shall be 
deemed to include a reference to the Chairman of the Com . 
mission . 


6 . The Commission may authorise, subject to suoh limi 

1o appoint 
tations or restrictions , if any, as it thinks fit to impose, any investigating 
person appointed by it for the purpose to perform or dig - offloon . 
charge on its behalf any duty of the Commission and to ex 
ercise in the name and on behalf of the Commission when so 
acting any of the powers of the Commisson , including the 
powers conferred on it by section 0 . 
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Proceduro of 
Commiulon . 


Jof 1872 . 


7 . (1) The Commission shall, subjeot to the provisions of 
this Act , have power to regulate its own procedure ( including 
the fixing of places and times of its sittings, deciding whether 
to sit in publio or in private and deciding to what extent , 
if any , and subject to what conditions , persons whose finan 
cial affairs it is investigating may be represented by pleader ), 
and may aot notwithstanding a vacanoy in the number of 
the Commissioners, 

(2 ) The Commigsion or any person authorised by it under 
seotion 6 shall not, in any proceedings before it or him , be 
bound by the provisions of the Indian Evidence Aot, 1872 , 
and no document shall be inadmissible in evidence in any 
such proceedings on the ground that it is not duly stamped 
or rogistered . 

( 3 ) In any proceedings before the Commission or any 
person authorised by it under section 6 , no person shall , the 
provisions of any other law to the contrary notwithstanding , 
be excused from answering any question on the ground that 
his answer to such question will incriminate him or may tend 
directly or indirectly to incriminate him or tend directly or 
indirectly to expose him to any liability for damages or to 
a penalty or forfeiture of any kind : 

Provided that a person who in the opinion of the Com 
mission has duly answered all questions which he has been 
required by it or a person authorised as aforesaid , as the 
case may be, shall be entitled to be granted by the Commis 
sion a certificate of indemnity , and such certificate may be 
pleaded by such person in any oivil or criminal Court, and the 
answere given in any such proceeding as aforesaid by a per 
son to whom such a certificate has been granted shall not be 
admissible in evidence against him in any suit , prosecu 
tion or other proceeding before such Court : 

Provided further that the Commission may , if it consi 
ders it expedient in the publio interest so to do , deoline to 
grant any such certificate to a person whose financial affaire 
are being investigated in the proceeding . 

(4 ) Nothing in section 54 of the Indian Income tax Act , 
1922, or in that section as applied to excess profits tax by 
section 21 of the Excess Profits Tax Act, 1940, shall apply 
to the disclosure of any of the particulars referred to thoro 
in in any proceeding before the Commission or any person 
authorieed by it under section 0 . 

(5 ) The Commission and all persons authorised by it under 
section 6 shall be deemed to be public servants within the 
meaning of section 21 of the Indian Penal Code. 

8 . ( 1 ) After considering any report made to it under sub 
section (2 ) of section 3 , the Central Government may, by 
order in writing , direct that proceedings to assess in respect 
of any period the person to whose financial affairs the report 
relates to income-tax , super -tax, or excess profits tax skall 


XI of 1922 . 
XLY of 1940 . 


XL V of 1880 . 
Power to diroot 
teoponing of 
BIDamont 
proooodingo. 
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be taken or reopened ; and upon such a direction being made , 
such assessment proceedings may be taken under the appro 
priate law , notwithstanding anything to the contrary con 
tained in section 34 of the Indian Income-tax Act, 1922 , or XIof 1022 . 
Bection J5 of the Excess Profits Tax Act , 1940, or any other Xy of 1940 . 
law , and notwithstanding any lapse of time. 

(2 ) Notwithstanding anything to the contrary contained 
in any other law , in any proceedings directed to be taken 
under sub -section ( 1 ) any evidence in the case adduced be 
fore the Commission or a person authorised by it under sec 
t ion shall bo admissible in evidence . 

9 . No act or proceeding of the Commission or any person Bar of 
a uthorised by it under section 6 shall be called in question Jurlødiotion . 
in any manner by any Court , and no suit, prosecution or 
other legal proceeding shall lie against the Crown or any 
Commissioner or any other person for anything done or in 
good faith intended to be done under this Act . 

10 . The Central Government may , by notifiontion in the Power to mako 
Official Gazette , make rules for carrying out the purposes of Rules 
this Act . 


STATEMENT OF OBJECTS AND REASONS 


large sums ol f taxation - incomhase 
transactions 
bands 10 of very high ratus fortunes 
which proposes to appoint of taxa 


It is notorious that recently businesses and propertios have changed 
bands for very large sums of money . Government are anxious to know how 
in spite of very high rates of taxation - incomo-tax , super -tax and Excess 
Profits - Tax — the largo fortunes which these transactions imply 
havo been accumulated . The Bill therefore proposes to appoint and empower 
a special Commission to investigate both the actual incidence of taxation 
with particular reference to individual cases and the extent to which the 
existing law is adequate to prevent cvasion . The main provisions of the 
Bill are explained in the notes on clauses below , 


LIAQUAT ALI KHAN , 


NEW DELHI, 
The 27th February 1947 . 


NOTES ON CLAUSES 


Clause 3. — The contemplated functions of the Commission are two- fold , 
to make a general report on the effectiveness or otherwise of the oxisting law 
and procedure to prevent tax cvasion , and to mako special investigations 
into particular cases . In theso cases it is necossary for tho suocess of the 
investigation that the Commission should have power to investigate 
the financial affairs of other connected persons . 

Clause 5 . -- This is a normal provision when ad hoc tribunals such as this , 
Commission are set up . It rests the Commission with powers of a Civil Court 
to compel the production of evidence , both oral and documentary , before it, 
and gives it the same powers as a Court possesses in regard to offences 
committod before it . 
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Clause 6 . - It will not be possible for the Commission itself to make all 
the detailed investigation that will be required , and this clause enables the 
Commission to appoint expert accountants or assessment officers to aid the 
Commission in its task , Such persons must be vestod with like powers to 
compel the production of evidenco before them . 

Clause 7 . – Sub - clauso (1) gives the Commission general power to regulate 
its own procedure , and the final sub -clause is a normal provision , giving the 
Commission and its investigating staff the status of public servants . Con 
tempts of their authority aro thus brought within tho mischief of Chapter X 
of the Indian Penal Code. The intorvening sub - clauses in effect relax the 
ordinary law of evidence in proceedings before the Commission and investi 
gating oſlioerg : these special provisions are regarded as essential to the success 
of the Commission s investigations . A witness who duly answors questions 
put to him will bo entitled to a certificate of indemnity protecting him from 
liability in civil or criminal courts in respect of statements made by him in 
proceedings under this Bill , though an exception may be made against a 
person whose affairs are being investigated if the Commission holds the 
opinion that it would be against the public interest to grant such an indemnity . 

Clause 8. - Should it be found in any case that there has been evasion 
of tax , Government is given power by this clause to order reassessment, 
proceedings for which may be taken up notwithstanding any bar against the 
reopening of assessment proceedings in the relevant law . And any facts 
elioited by the Commission may be used in proceedings under this clause . 

Clause 11 . — This is the usual indemnity provision . 


M . N . KAUL , 
Secy . to the Govt. of India . 


